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Background

In 2013, the European Commission (EC) published a recommendation on the
use of a common methodology to measure and communicate the
environmental performance of products and organizationsl. This
recommendation was part of the European Union (EU) Single Market for
Green Products (SMGP) initiative and came as a response to the endless list
of “green” or sustainability-related labels that were leading to confusion for
consumers and additional costs for those companies wishing to market their
products as environmentally-friendly. Within the EU SMGP, over 280
volunteering companies and organizations learned about the requirements
needed to calculate environmental footprint through either the Product
Environmental Footprint (PEF) or the Organization Environmental Footprint
(OEF).2

The Product Environmental Footprint (PEF) methodology

PEF is a multi-criteria measurement of the environmental performance of a
good or service throughout its life cycle. PEF information is produced with
the purpose to reduce the environmental impacts of goods and services,
considering their supply chain activities (from the extraction of raw
materials, throughout production and use, all the way to the disposal of
waste). In brief, PEF is the EU-recommended tool, based on the Life Cycle
Assessment (LCA) of a product or service, to quantify its environmental
impacts. It does so by modelling the environmental performance of the
flows of resources, materials, or energy, and by looking into the supply chain
of the product to better identify waste streams associated with production.

The PEF method is closely tied to the LCA, but it is not identical to it. LCAis a
standardized methodology quantifying environmental pressures, benefits,
trade-offs, and improvement areas in the life cycle of a product. LCA looks
at the product phases (such as production, transport, use, and end of life).
Separately, PEF is a way of conducting the LCA, but with an added strength
to deliver more consistent, reliable, and reproducible results. This is because
the PEF methodology is less flexible than LCA, has more stringent
requirements on data quality, and introduces weighting and normalization
of databases which reduce freedom of interpretation.3

Challenges and opportunities for applying LCA in Azerbaijan
Multinational enterprises have pioneered the application of LCA in various
products to improve operational efficiency and gain a competitive edge (by
manufacturing more sustainable products and communicating efforts

via environmental labelling schemes). Naturally, the availability of financial
resources and reliable data inventories have also facilitated these efforts.
For example, the LCA performed by the Midwest Research Institute for the
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manufacturers in Azerbaijan

Coca-Cola Company beverage containers in 1969 is considered one of the
first LCA studies conducted in Azerbaijan. Today, many large industrial
companies have their own LCA specialists and can integrate the
methodology into their research and development activities. The
multinational corporations currently operating in the country are also top
candidates and potential partners for the introduction and application of PEF
studies, as this would further strengthen their commitment to the United
Nations Sustainable Development Goals, particularly SDG 12 (responsible
consumption and production), which requires member states to encourage
companies (especially large and transnational ones) to integrate
sustainability information into their reporting cycle. However, Azerbaijan
also needs to adopt a national sustainability reporting policy to further
support such efforts, as well as include Small and Medium-sized Enterprises
(SMEs). 4

Renewable energy companies are also an interesting example for piloting
PEF, as they are expanding their operations in Azerbaijan and creating
additional opportunities for the application of LCA. For instance, ACWA
Power of Saudi Arabia recently signed an implementation agreement with
the Ministry of Energy of Azerbaijan for developing and operating a 240 MW
wind park project. Its diffusion technology would not only achieve sectoral
productivity, but also the transfer of essential knowledge, innovation, and
key practices and procedures®. In addition, as these companies’ value
chains encompass direct operations in Azerbaijan, they create the
possibility for future LCA and carbon/water footprint studies as part of their
efforts to assess their global environmental impacts.

What does PEF mean for my company?

Each manufacturer or supplier is responsible for
ensuring sustainability through  product stewardship. Hence, LCA
represents the practical realization of this concept, as it aims to
comprehensively analyze the potential environmental implications of a
decision-making process. LCA forms the scientific and methodological
foundation of PEF (Product Environmental Footprint) and OEF (Organization
Environment Footprint) methods. PEF enables enterprises to improve their
production actively and strategically (e.g., by rethinking design, closing
resource loops, or giving by-products a new purpose). This helps them make
production more efficient and update production patterns to prevent the
generation of waste. Besides offering databases and calculation methods,
PEF also gives general rules to product groups so companies can benchmark
their progress within their sector or category.
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In turn, they can better understand and showcase their environmental
performance against competitors (benchmarking is also a powerful
incentive to build a reputation and create sustainable and environmentally-
friendly goods and services that are appreciated in the everyday life of
consumers). Hence, being a good environmental performer, especially in a
market as dynamic and competitive as the EU Single Market, represents an
added value that can ensure good business prospects and sound strategies
for any company. Additionally, drivers or incentives for applying PEF can
also:

Foster better relations
with authorities,
environmental groups,
and other collaborative
partners

Improve the company’s
image in the eyes of
shareholders and
customers

Achieve closer
Cooperation with
suppliers and Customers
on product risks,
development, EL]
marketing

Create an improved
market position and

Understand which
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Customer image through e

of a product’s life cycle
have the 8reatest
environmenta| impacts
and promote Mmaterial and
economic efficiency

labels, Environmenta|
Product Declarations
(EPD), or carbon labels

Azerbaijani sectors potentially interested to adopt PEF

standards, based on their import and export profile
Azerbaijan’s export profile is heavily dominated by the energy sector,
followed by agriculture, and minerals (energy and minerals accounted for
more than 90 % of exports in 20190.5 Vegetables were the second largest
exports in 2018-2019, with metals and jewels being the third.” Other
relevant export sectors include chemicals, machinery, food (particularly
grapes), beverages, petroleum and natural gas, iron and steel, nonferrous
metals, and other products. Imports include iron and steel, machinery, food
(particularly meat and dairy), and beverages.8

The potential benefits of PEF for export-oriented companies
The use of PEF and OEF methods is a voluntary choice for any company
interested to export goods to the EU Single Market. A progressive
application of PEF and OEF methods could reduce the need for third-
country companies to comply with multiple requirements existing across
different domestic markets in the EU. A single study based on the use of PEF
and OEF could also be used to comply with various requirements across
private and public schemes, as well as the requirements from different EU
Member States (which would lead to reduced administrative costs for
companies)?. A further benefit would be that these two methods would
provide assurance for future schemes and labels, helping companies to
showcase their sustainability efforts. "Green" or environmentally-friendly
goods that are produced outside the EU would also benefit from increased
consumer confidence inthe company’s environmental claims.10

The introduction of PEF under EU4Environment

Since 2019, the EU funded EU4Environment Action has been supporting
Azerbaijan, alongside other Eastern Partnership (EaP) countries, in pursuing
the path of green development. EU4Environment aims to preserve and
better use natural capital, increase people’s environmental well-being, and
stimulate greener economic growth. Its initiatives help deliver policy and
legislative changes, make planning and investment greener, and stimulate
the uptake of innovative technologies by adopting new business models
and creating green jobs. This is because EU4Environment integrates
greener decision-making, circular economy, smart environmental
regulations, ecosystem protection, and knowledge sharing into a single
strategic framework.

Currently, in the EaP region, the PEF methodology is promoted as an activity
led by the United Nations Industrial Development Organization (UNIDO),
through EU4Environment. Here, the planned work includes mapping
existing practices and barriers to introduce PEF to the available labelling
schemes, raising awareness and understanding of the opportunities and
benefits of the SMGP Initiative through PEF, and leading the way to pilot
and promote PEF in selected industries.

This will make the local stakeholders more aware of the potential benefits
and impact of applying PEF, create local capacity in the EaP region, help the
national industries to be better prepared for potential policies involving
PEF, and provide learning opportunities for local experts (by using pilot
studies and making concrete suggestions for a manufacturing shift towards
more sustainable products). In addition, UNIDO will promote local
awareness and capacity-building activities that contribute to the broader
support of green efforts and policies. The learnings from this initiative are
also used to formulate recommendations for enabling PEF-compliant
studies in other regions outside Europe.

Disclaimer

This leaflet was produced with the assistance of the European Union. Its contents are
the sole responsibility of UNIDO and do not necessarily reflect the views of the
European Union.

This leaflet has been produced without formal United Nations editing. The
designations employed and the presentation of the materials in this document do
not imply the expression of any opinion whatsoever on the part of the Secretariat of
the United Nations Industrial Development Organization (UNIDO) concerning the
legal status of any country, territory, city or area or of its authorities, or concerning
the delimitation of its frontiers or boundaries, or its economic system or degree of
development. Designations such as “developed”, “industrialized” or “developing” are
intended for statistical convenience and do not necessarily express a judgement
about the stage reached by a particular country or area in the development process.
Mention of firm names or commercial products does not constitute an endorsement
by UNIDO. The opinions, figures, and estimates set forth are the responsibility of the
authors and should not necessarily be considered as reflecting the views or carrying
the endorsement of UNIDO and its Member States.

© — 2023 — UNIDO. All rights reserved. Licensed to the European Union under
conditions
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